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THURSDAY, JULY 18, 1957 


House Or REPRESENTATIVES, 
SuBCOMMITTEE ON HovsINne, 
OF THE COMMITTEE ON VETERANS’ AFFAIRS, 
Washington, D. C. 


The subcommittee met at 10 a. m., pursuant to call, in the commit- 
tee room of the House Committee on Veterans Affairs, Hon. George A. 
Shuford (chairman of the subcommittee), presiding. 

The CHamman. The subcommittee will come to order. 

This meeting of the Housing Subcommittee has been called in order 
that the Veterans’ Administration may review for the subcommittee 
the present status of the veterans’ home-loan program. The subcom- 
mittee is interested in being advised as to the amount of money on 
hand in the direct-loan program. We are interested in knowing what 
is in prospect for that program in the event H. R. 4602, now pending 
in the Senate, is not enacted. 

The Committee on Veterans’ Affairs opposed any provisions being 
included in H. R. 6659, the Housing Act of 1957, which affects the 
veterans’ home-loan program, All references to the veterans’ home- 
loan program were deleted from H. R. 6659 in the House; however, a 
provision directing the Administrator of Veterans’ Affairs to institute 
controls on discounts was added by the Senate, accepted by the con- 
ferees and is now a provision of law. 

At the time the conference report on H. R. 6659 was under considera- 
tion in the House, I inserted in the record a letter written by the chair- 
man of this committee to all members of the conference urging that the 
Senate amendment relating to discount control for Veterans’ Adminis- 
tration be deleted. Without objection, I would like to insert at this 
point in the record a copy of that letter. Hearing no objection, I will 
insert this copy of the letter at this point in the record. 

(The letter referred to follows:) 

JUNE 21, 1957. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: H. R. 6659, as reported by the House Committee on 
Banking and Currency, contained a section directing the Administrator of Vet- 
erans’ Affairs to fix reasonable limits on discounts paid in connection with 
Veterans’ Administration guaranteed loans. 

The subject of discount controls on Veterans’ Administration guaranteed 
loans was considered at length by the Committee on Veterans’ Affairs as part 
of extensive hearings relating to the veterans’ housing program. The Committee 
on Veterans’ Affairs, after considering the discount issue, declined to eliminate 
or attempt to control discounts in connection with Veterans’ Administration 
guaranteed loans. The experience gained several years ago when such an 
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attempt was made undoubtedly guided the committee in its decision. After 6 
weeks of attempting to eliminate discounts several years ago, the regulations 
promulgated by the Veterans’ Administration for the purpose were removed by 
an act of Congress, since they proved unsuccessful. 

The House Committee on Veterans’ Affairs, by formal resolution, objected to 
the inclusion of provisions in a bill reported by the House Banking and Currency 
Committee which would alter the Veterans’ Administration guaranteed-home- 
loan program, which operates under the jurisdiction of the House Committee on 
Veterans’ Affairs. As a result of the committee’s opposition, the provision re- 
lating to discount control on Veterans’ Administration guaranteed loans was 
removed on the floor of the House. The Senate Committee on Banking and 
Currency concurred in this action and reported H. R. 6659 without the discount- 
control provision for Veterans’ Administration guaranteed loans. The provision 
was reinstated by amendment on the floor of the Senate. The result is that 
the House and Senate passed versions of H. R. 6659 differ on the point of control 
of discounts on Veterans’ Administration loans, the Senate-passed version of the 
bill containing the provision and the House version omitting it. 

The House Committee on Veterans’ Affairs continues its opposition to inclusion 
of provisions in a general housing bill which regulate the Veterans’ Administra- 
tion housing program, and there is ample evidence to indicate that if such a 
prevision is enacted into law, a substantial decline in Veterans’ Administration 
guaranteed loans will oecur immediately. 

Experience in the Veterans’ Administration home-loan program for the first 
4 months of 1957 and projections by the Veterans’ Administration indicate that 
about 300,000 home loans will be made to veterans during 1957. The discount 
practice has been prevalent in the program for several years, and even during 
the periods when mortgage money was readily available the discount procedure 
seemed necessary to equalize the differences in the money market between various 
geographical areas of the United States. 

The language adopted by the Senate does not appear to outlaw discounts. 
It appears to condone and control them. If such a provision is enacted into law, 
the result will be that the stamp of Government approval is placed on the practice 
and ceilings set on discounts by the Federal Housing Administration and Veter- 
ans’ Administration will tend to become maximums if they are sufficiently high 
to attract mortgage capital. If they are unrealistically low, they will simply 
exclude such capital from the market. Either result is undesirable. 

The Committee on Veterans’ Affairs is aware of the arguments that are ad- 
vanced to the effect that the veteran ultimately pays the discount, and members 
of the committee undoubtedly share the desire to obtain more ample mortgage 
financing funds without such a practice. The fact remains, however, that there is 
a difference in the money market in various areas of the United States and that 
there is no way to require a lender to loan money unless the interest yield is at- 
tractive. It is realized that some of the discount paid by the builder may be pass- 
ed on to the veteran if the builder can devise a way to do so; however, it does not 
follow that if it were possible to eliminate discounts the veteran would necessarily 
profit by the full amount of the discount eliminated, since there is no assurance 
whatever that the builder would sell the house to the veteran cheaper, simply 
because he’ was required to pay no discount. A more probable result would be 
an enlarged profit to the builder, with very little difference in the price to the 
veteran. 

In consideration of the circumstances outlined above, it is hoped that the Senate 
will recede from its amendment regarding control of discounts on Veterans’ 
Administration loans and accept the House version on this point. 

Very truly yours, 
Orn EB. Teague, Chairman, 

The Cuarmman. In his letter the chairman of the committee has ex- 
pressed concern, a concern which I share, that an attempt by Veter- 
ans’ Administration to regulate discounts will bring ill effects to the 
program. The subcommittee would like to have any information 
from the Veterans’ Administration witnesses that is available about 
the contemplated regulation by Veterans’ Administration controlling 
discounts and an estimation as to the probable effect of the regula- 
tion on the veterans’ home-loan program in the future. 
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The subcommittee would also like to be advised as to the current 
status of the Veterans’ Administration guaranteed-loan program. It 
is our understanding that it has become necessary to reduce the num- 
ber of Veterans’ Administration loan guaranty personnel. We would 
like to know the nature and extent of these personnel reductions. 

We have with us this morning Mr. Stone and Mr. Sweeney, and 
they are here to advise us as to the matter that we wish to make inquiry 
into this morning. 

Mr. Stone, you may proceed. Do you have a prepared statement? 


STATEMENT OF RALPH H. STONE, CHIEF, BENEFITS DIRECTOR; 
ACCOMPANIED BY THOMAS J. SWEENEY, DIRECTOR, LOAN 
GUARANTY SERVICE 


Mr. Stone. We do not have a prepared statement. 

I have been away from the city all of this week and just returned 
last evening. Mr. Sweeney, in the meantime, has developed what we 
think will give you the information relative to the four main ques- 
tions that you asked. We will, of course, try to answer any other 
questions that the committee might have. 

There is a great change in the program from what it was a year 
ago, and it is getting worse. 

We still think that if the interest rate was raised to 5 percent the 
loans would be placed on a competitive basis and there would be more 
business for the veterans. 

Mr. Sweeney can cover the various points from our records that 
you have brought out here. 

The Cuarrman. Do you have that information, Mr. Sweeney ? 

Mr. Sweenry. Yes, Mr. Chairman, and I would like to give you 
the status of the guaranty program and summary of the total status 
up to June 30. 

We have guaranteed 4,951,833 home loans for $41,097 million; of 
that, 1,054,341 loans, amounting to $6,226 million, have been paid in 
full. This has been 21 percent of the number of loans guaranteed 
and about 15 percent of the amount of the loans. We have paid 
claims on 32,767 for about $25 million which is about six one-hun- 
dredths of 1 percent of the total dollar volume. The portfolio loans 
in the hands of lenders are still healthy. Our defaults are decreasing 
proportionately in respect to the total. 

During the month of June we received requests to appraise 24,000 
units. As you well know the request for appraisals is a harbinger 
of business to come. Of that 24,000, 13,736 were proposed units. 
These requests are the second lowest for any month in 7 years. We 
had 22,712 in July of 1951. This is the lowest June total since ap- 
praisal figures became available in 1950. Prior to 1950 we did not 
have the complete breakdown, but it is indicative of a trend that has 
been going on here for the last 6 months. 

If you recall, Mr. Chairman, I think Chairman Teague was par- 
ticularly interested in what would transpire, and if you'll recall, he 
asked us for a guesstimate of what was going to transpire this year. 
For the first 6 months we have about 50 percent of our guesstimate; 
in other words, we have received applications for the first 6 months of 
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151,870, and we received appraisal requests of 173,309, but the trend 
has been going down successively each month. 

These requests for the last 6 months, for appraisals, are about 57 
percent below the first 6 months of 1956. They are 71 percent below 
the first 6 months of 1955. It is the lowest 6-month total in 7 years 
for which our appraisal figures are available. f 

In consequence of filing of appraisals, we have received in June 
20,901 applications for home ome. This is the lowest monthly 
total—— 

The Cuarmman. You are still talking about guaranteed loans? 

Mr. Sweeney. Yes, the whole guaranty program is concerned. 

The CuarrMan. You may proceed. 

Mr. Sweeney. 20,900 was the lowest monthly total since March 
1949. In fact, it is the lowest June total in the 12 years of our 
operation. 

During the last 6 months we received 151,870 applications, which 
is 40 percent below the first 6 months of 1956. It is 54 percent below 
the first 6 months of 1955. It is the lowest total for any 6 months of 
any year since 1952. 

Coereutly. we have outstanding about 52,830 loan commitments. 
We reported to you in January that we had 69,460 commitments out- 
standing. They have been reduced by about 17,000 in the last 6 
months, but we still have what we think is a high volume of out- 
standing loan commitments. We feel confident those will be washed 
out, but they are a little slow in accomplishing that fact. 

The outlook for the next 6 months is going to be rather unfavorable. 

I think that Chairman Teague and you, Mr. Shuford, recall that 
last February or March there was some indication from various quar- 
ters that money would be available for mortgage money—a little 
more money in the fall, say September or October—but the economy 
has indicated that those things are not coming to pass. We have a 
lot of reports published in many circles that the high demand for 
capital is going to continue and has been continuing and there is an 
indication that it may continue for the next 6 or 7 months. You 
recognize this is beyond our control. Another factor, in certain sav- 
ings institutions, we received just recently reports that they are going 
up another quarter, particularly in the eastern money markets and I 
suppose that is the competitive factor to obtain savings. It looks as 
though the number of forward commitments which are negligible will 
not be forthcoming. 

With respect to the GI 414-percent loan—we have another factor 
which I will go into in detail further—but this control of discounts dis- 
turbs us and has a very deterrent effect for the reason we are not 
getting money at 414 percent without control and I would hate to 
hazard a guess what would happen to the 414 percent with control. 
I will go into that later, sir. 

If the trend continues and at the same relative proportion that we 
have had, the decrease in the first 6 months, and if June is indicative 
of what will transpire in July, August, and September, it looks as 
though we will have a very negligible request for appraisals with 
respect to guaranteed loans. So, the guesstimate that we sent to 
Chairman Teague some time ago will not, in my opinion, come into 
being. There will be some lesser figure than that which we have 
given. 
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Mr. Chairman, that is the status of the guaranty program. 

There are a lot of factors that we have no control over but we con- 
cluded that the workload in our offices will diminish with appraisals 
for guaranteed loans and consequent applications that will arise there- 
from. 

With respect to direct loans we have closed and fully dispersed 
92,567 loans, amounting to $671,544,000. We have currently in proc- 
ess 11,555 loans and most of the money has been obligated therefor; 
4,441 loans have been repaid in full, amounting to $29,691,000, ap- 
proximately 5 percent of the total number and about 41% percent of 
the money that was disbursed. We have currently outstanding about 
$0,434 loans. The direct loan program, I think, is in a very healthy 
situation. We reported before that we have ample reserves, nearly 
$28 million, however, the activities in the direct loan program are 
greatly increased in contrast with the decline in guaranteed loans. 

In June we received 4,588 applications. We had estimated we were 
going to receive 4,300. This is 23 percent more than the number filed 
in May and 3 times as many as we received in June of last year. In 
fact, it is the largest June total in the history of the program. During 
June we reserved $30 million for 3,600 new direct loans; that is, we 

yroposed this many applications, At the end of June we had about 
419014 million in unobligated funds. This is enough to make about 
15,000 additional loans, if the direct loan applications come in at the 
same rate. If this increase continues this $12014 million will be 
absorbed in less than 3 months; in other words, with the increased 
filing of these applications I think by the end of September that we 
will have obligated all the funds we now have on hand. 

I might add during the fiscal year during 1957, since July, by quar- 
ters, we allocated to the field: the first quarter, $52,606,000. The sec- 
ond quarter, $14,745,000. The third quarter, $43,981,000. In the 
last quarter, ending June 30, we alocated to the field $88,502,000. 

Just to give you a trend in the applications that have been filed in 
the last 6 months, to show that our projection here of new filings will 
come in within the next 90 days—in January we received 2,085 appli- 
cations; in February, 2,067; in March, 2,495; in April, 3,049; in May, 
3,726; and in June, 4,588. 

I might say that the high filings in June are attributed in part to our 
termination of referrals to VHMCP. Until recently the VHMCP 
was able to chanel in to smaller communities. Through April 1957 
VHMCP placed 24,299 loans for veterans totaling over $220 million. 
However, as yields on GI loans become less and less participation 
began to drop with respect to making GI loans in these areas. Ac- 
cordingly on May 21 we authorized our field offices to recommend the 
elimination of referrals to VHMCP in areas lacking loan coverage. 
As a result, referrals have now been suspended in most areas. Re- 
ferrals have been completely discontinued in 41 of our field offices. 
Referrals have been discontinued in part of the eligible areas in 13 
field offices. Referrals are continued in 3 offices in New York where 
apparently there is some participation by lenders who are willing to 
make 414 percent loans. 

In summary we have eliminated the referrals in 41 offices and in 
part in 13 offices out of the total 57 regional offices where we are mak- 
ing direct loans, 


94694—57- 2 


- 
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Mr. Chairman, I think that summarizes the direct loan program. 
I might reiterate that the $12014 million that we have on hand now 
can be and will be obliterated by September 30 and it is possible that 
with some increased filings it might be obliterated before that date. 

With respect to the guaranty program I might, for your informa- 
tion, state, we have among World War II veterans, about 29.1 per- 
cent who have used their entitlements and 11.6 percent of the Korean 
veterans who have used their entitlements. 

In connection with the diminished workload you have asked about 
our personnel cuts. 

We went before the Congress and presented a budget for the fiscal 
year 1958 in which we asked for 3,396 average man-years. Last Jan- 
uary the Administrator and Mr. Stone, in anticipation of some action 
being taken by Congress issued orders that we would not cut personnel 
throughout, particularly our technical personnel. As time came on 
toward the end of the fiscal year and with our workload diminishing, 
from the percentage indicated from previous years, it was concluded 
that we would adjust our personnel for the fiscal year to about 2,637 
average man-years in our regional offices which would in effect repre- 
sent a reduction presentation of 759 personnel. However, after get- 
ting some information from our field offices we adjusted that to 2,662 
which meant a net reduction from our budget request, which was in 
effect appropriated by the Congress, a reduction of 734 because our 
workload is not there. 

On June 30 the personnel on the payroll in our regional offices 
was 3,047. The authorized positions adjusted is 2,662 so that we con- 
template in this fiscal year, based on the present guesstimate, to re- 
duce the personnel by 385. Our plan is that in the first quarter the 
regional office will adjust their personnel to 2,800. The second quarter 
they will adjust it to 2,700, In the third quarter they will adjust it 
to 2,575. In the fourth quarter they will adjust it to 2,470. 

Mr. Chairman, if the workload factors in connection with the guar- 
anty-loan program or the direct-loan program—and as you indicated 
in your opening remarks, no action has been taken by the Senate on 
H. R. 4602—it is contemplated we will make further cuts with respect 
to the type of personnel that has primarily to deal with loan process- 
ing and our appraisal operation. I would hazard a guess that if things 
come to pass that we may have a reduction of some 700 or 800 people. 
On the other hand, if there are factors that entered into this that would 
gear up the guaranteed program or the direct-loan program you can 
be assured that the Administrator and Mr. Stone will give additional 
thought to that. Mr. Stone will give you information in that respect 
as to how to render proper service. 

There are some questions about certain positions that we may have 
decided to eliminate and I would think since Chairman Teague and 
your committee last year were concerned about some control about our 
inspections, and there may be some other fears, that we are terminat- 
ing what we call these construction specialists. You will recall the 
plan was that we would make sure that we would continue with our 
inspectors and supervision of the builders. 

On June 21, Mr. Stone issued a wire with respect to these construc- 
tion specialists and with your permission I would like to have Mr. 
Stone read that telegram to you. This will show that we have abided 
by the committee’s wishes on this point. 
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Mr. Sronr. We did find out, Mr. Chairman, that some of the offices 
were planning on eliminating their construction specialists and as a 
result of that we sent them this wire: 


Manager, Veterans Benefits Office, and All VA Regional Offices, Except Brookiyn, 
Manila, and Juneau: 

It is a matter of concern that some stations have requested authority to elimi- 
nate construction specialists’ positions. Substantial improvements in quality of 
construction have been realized through performance of function specified in 
EM 4a-135 in utilization of construction specialists, both of which were the con- 
sequence of disclosures published by Veterans’ Affairs Committee early in 1956, 
about which you were advised. The fact that staffing adjustments must be made 
during fiscal year 1958 shall not signal actions that will cause any loss of im- 
provement so far realized. Instead, each station will be expected to reigster 
further gains in quality of construction. 

Furthermore, in all likelihood, VA will soon be engaged in administering an 
expanded direct loan program with unprecedented emphasis on lending for con- 
struction purposes, which will place increased importance upon continued per- 
formance of functions required by EM 4a-135. Therefore, this office will not act 
upon any further request for elimination of construction specialist positions 
unless such requests are accompanied by positive assurances that performance 
of required functions will be in full consonance and consistency with EM 4a—135 
and the foregoing. Data accompanying any request for authority to eliminate 
construction specialist positions must be explicit as to means whereby objectives 
and requirements of EM 4a—135 will be attained in the event approval of request 
is forthcoming. 


And, of course, EM 4a-135 I referred to is the emergency issue 
where we changed it back in 1956, which set up the construction 
specialist position. I do not need to read it but I will make it a part 
of the record if you so desire. 

The Cuarrman. Yes, it will be made a part of the record at this 
point. I think perhaps it is in the record but it will be well to have it 
in again. 

(The material referred to follows :) 

VETERANS’ ADMINISTRATION, 


DEPARTMENT OF VETERANS BENEFITS, 
Washington, D. C., March 15, 1956. 


EMERGENCY INTERIM Issug (EM 4A-—135) 


A. Basic administrative issue affected 

Part II, VA Manual M4A-8 (soon to be released ). 
B. Other issues affected 

EM 4A-29. 
C. Reason for issue 


The purpose of this issue is to require certain action on the part of each 
regional office toward perfecting the quality of performance of fee compliance 
inspectors in the loan guaranty program. 

D. Text of emergency interim issue 

1. Hach manager shall immediately designate, select, or, in particular situ- 
ations covered by paragraph 38, below, recruit one or more qualified VA con- 
struction analysts (hereinafter referred to as construction specialists) who will 
have the following primary and, as workload requires, exclusive duties: 

(a) Making physical inspections of properties constructed or in process 
of construction for which VA has received appraisal requests and which are 
or have been subject to either VA inspections or FHA supervision. 

(b) Reporting on the timeliness, effectiveness, accuracy, completeness, and 
all other aspects of performance by each VA compliance inspector, including 
any irregular relationships with builders, sponsors, or others and any evi- 
dence of improper conduct bearing upon performance as a VA compliance 
inspector. 
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(c) Determining and reporting on the adequacy and quality of the ex- 
hibits against which the compliance inspector measures the degree of com- 
pliance and the quality of as-built construction at the various stages. 

(d) Evaluating and reporting on the adequacy and effectiveness of super- 
vision by the builder in each particular case. 

2. With respect to the duties specified in paragraph 1, above, the following 


instructions will be complied with in connection with the work assignments of 
each construction specialist : 


(a) The construction specialist shall make a physical inspection of the 
first unit or units covered by final VA compliance inspection report or re- 
ports in each proposed construction project case for which a master CRV is 
issued. For this purpose, such a physical inspection shall be made with re- 
spect to: 

(1) The first final VA compliance inspection for each type of model 
dwelling unit in each project, or 

(2) The first final VA compliance inspection made by each fee com- 
pliance inspector assigned to make final inspections of any units in each 
project, or 

(3) The first final VA compliance inspection on the dwelling unit or 
units built by each builder in each project, irrespective of whether or not 
the builder is the warrantor or sponsor. 

In addition to the physical inspection of each such first final compliance 
inspection report in each project case, physical inspections also will be made 
concurrently of construction in intermediate stages in a representative seg- 
ment of other dwelling units in the same project. The provisions of this 
issue shall be construed as being in addition to the existing requirement that 
field reviews shall be made in a minimum of 10 percent of all compliance in- 
spection reports received. Such requisite field reviews shall continue to be 
made. 

(b) The duties specified in paragraph 1, above, require physical in- 
spections of construction at any and all stages to verify compliance with 
approved plans and specifications or to determine and report any non- 
compliances. There shall not devolve upon any construction specialist the 
full task or responsibility for making the requisite field-reviews of a mini- 
mum of 10 percent of all compliance inspection reports received. 

(c) It shall be incumbent upon each regional office to have the construc- 
tion specialist make physical inspections of dwelling units being constructed 
under FHA supervision for which VA has received appraisal requests. 
Physical inspections of construction under FHA supervision shall be made 
at all stages of construction and in such number and frequency as will be 
equal, on a proportionate basis, to the requisite physical inspections of 
construction under VA inspection. In any case wherein the physical in- 
spection of a dwelling unit constructed or being constructed under FHA 
supervision discloses any interpretation or application of Minimum Property 
Requirements by FHA which is at variance with the VA interpretation or 
application thereof, it shall be reported immediately to the proper authorities 
in the VA regional office. Each manager is hereby expressly charged with 
the responsibility for taking prompt and complete action to obtain full 
consistency in the interpretation or application of the minimum property 
requirements as between VA and FHA. 

(d) During and as a part of each physical inspection, there shall be an 
evaluation and report of the timeliness, completeness, and effectiveness of 
the direct construction supervision performed and being performed on the 
site by the builder. Where the regional manager concludes that the direct 
supervision by the builder on the site is inadequate or deficient for obtain- 
ing full conformity with approved plans and specifications and with mini- 
mum property requirements, sanctions will be imposed forthwith by with- 
holding further VA inspections on the particular units until the inadequacies 
or deficiencies of superviison are remedied. 

(e) A construction specialist shall not be assigned, as a-regular or pri- 
mary duty, the field reviewing, inspecting, investigating, or other processing 
of veterans’ complaints about construction. Only in exceptional or extraor- 
dinary situations, at relatively infrequent intervals, may any construc- 
tion specialist whose duties exclusively are those specified in paragraph 1, 
be assigned to assist in the resolution or settlement of veterans’ complaints. 

(f) In the performance of his duties, any construction specialist may 
develop information that merits consideration of the suspension of builders 
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and the removal of fee inspectors from the roster, or both. Under such 
circumstances, full reports of the facts in the cases shall be reported promptly 
to the regional manager for the decision and appropriate action. Here 
again, each manager is expressly charged to move swiftly to obtain cor- 
rective action. Where experience demonstrates that a construction spe- 
cialist can be relied upon to properly do so, he may be authorized to impose 
sanctions against the builder by directing compliance inspectors to with- 
hold further inspections or to suspend an inspector, or both, right on the 
site at the time of a physical inspection. A report of the decision or action 
in every instance, under this subparagraph, shall be forwarded to central 
office by the manager. 

(g) The services of any construction specialist whose duties exclusively 
are those specified in paragraph 1, shall not be diverted to activities like 
the collecting of cost data, the making of cost breakdowns, the reviewing 
of plans and specifications prior to making appraisal assignments, and the 
handling of change orders, correspondence, or other similar regular and 
recurring operations. 

3. Immediately upon receipt of these instructions the manager shall select 
and detail one or more present employees qualified to perform the duties speci- 
fied in paragraph 1, above. The number to be so selected and detailed will be 
for local determination. After being selected and detailed, these particular 
employees will perform the duties specified in paragraph 1, as their primary 
and, where workload requires, exclusive duties. Before March 31, 1956, central 
office will notify particular field stations of additional fund allotments for 
travel expenses and for employment of one or more construction specialists. 
Where the regional manager, by March 31, 1956, does not receive notice of 
additional fund allotment for employing additional personnel pursuant to this 
issue, he should conclude that, in the view of central office, workload at the 
particular station does not warrant a full-time employee for such duties and 
that one employee should be assigned as his primary duties those specified in 
paragraph 1. (Notwithstanding that an additional fund allotment to recruit 
is not received at a field station, the manager may subsequently request such 
allotment if the workload under these instructions warrants. Any such request 
must be fully documented as to justification.) Otherwise, upon receipt of 
notice of additional fund allotment to employ additional personnel pursuant 
to this issue, the manager shall immediately proceed to establish positions 
with exclusive duties as specified in paragraph 1, and recruit to fill such new 
positions. 

4. In order to assure effective implementation of this program, it is essential 
that persons selected for these duties possess the highest available qualifica- 
tions. Central office desires that these be fixed at not less than the following 
levels: 

(a) Degree in civil engineering or architecture, or other comparable 
professional field, plus not less than 8 years’ experience in a supervisory or 
executive level in the field of building cosntruction or inspection for a private 
or governmental activity involved in large-scale construction work, includ- 
ing a municipal, county, State, or Federal agency or authority; or 

(b) In the case of candidates not possessing such academic qualifica- 
tions, a total experience of not less than 15 years of such supervisory or 
executive experience. 

In order to permit a review of the qualifications of persons nominated for such 
special duties, it is desired that form 57 covering candidates nominated by the 
regional office be submitted promptly to central office prior to employment. In 
recognition of the fact that difficulty may be encountered in establishing posi- 
tions at grades which will make such appointments attractive to persons pos- 
sessing the qualifications described above, regional offices are invited to sub- 
mit their comments and recommendations with respect to the salary levels nec- 
essary in order to effect recruitment. 

5. A report of each physical inspection made pursuant to this issue will be 
prepared on VA Form 4-1858; in the space for showing the reason for review 
(block 3 on VA Form 4-1858) there shall be entered the number of this issue. 
Each such report will be forwarded to the regional office on the same day as the 
physical inspection. Each report on VA Form 4-1858 pursuant to this issue 
will be filed as follows: 

(a) Original: in related case folder. 

(b) Copy: in folder for the fee compliance inspector. 
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(c) Copy: in temporary filed for preparation of VA Form 4-7353. After 
preparation of VA Form 4-7353, all such copies will be filed in the respective 
builders’ folders. 

Each month, on VA Form 4-7353, there shall be reported on the reverse the 
total number of physical inspections made pursuant to this issue during the 
report period (such total also will be included in the figure reported on line 
26, obverse of VA Form 4-7353). In addition, as an attachment to each VA 
Form 4-7353, a narration will be forwarded to central office that will summarize 
the activities under this issue by indicating (@) the number of individual com- 
pliance inspectors whose work was physically inspected; (b) the number of 
individual builders whose construction was inspected; and (c) the breakdown 
of physical inspections of dwelling units as between cases under VA inspection 
and those under FHA supervision. Such narration shall also describe the re- 
sults and effectiveness of the program in terms of the types of deficiencies, ir- 
regularities, or shortcomings disclosed and the suspensions or removals, if any, 
accomplished and under consideration. 

6. Each manager is requested to make it a matter for continuing attention and 
special emphasis on his part that the employees selected demonstrate by per- 
formance that they are the best qualified and most dependable for the duties and 
the full effectuation of the measures specified herein toward perfecting the 
quality of performance of fee compliance inspectors and builders. 

RALPH H. STONE, 


Chief Benefits Director. 
Distribution : Same as M4A-8, Part 11. 


_ Mr. Srone. I might add a little more about the employment situa- 
tion. 

We may have to readjust our figures for the first quarter. We 
said 2,800 and we would eliminate about 300 people. The direct-loan 
work does require a lot more time, and time to be consumed by our 
employees—it is much more than just handling the guaranteed loans— 
and with the heavy load we will have for the first quarter, we probably 
will have to readjust that figure which will mean a greater reduction 
than the 2,400 at the end of the year. So, we obtained the average 
of about 2,600 throughout the year but it may mean we will have, in- 
stead of going to 2,800, possibly 2,900 the first quarter, which will be 
2,300 during the fourth quarter. 

The Cuarrman. Mr. Stone, how many employees did you have dur- 
ing the fiscal year 1957? 

Mr. Stone. It ran about 33—between 3.350 and 3,400, as I remember. 

Mr. Sweeney. That is the approximate number, Mr. Chairman. 

The Cuarrman. Very well. 

Mr. Srone. Those on duty June 30 were less than 3.100. The offices 
themselves had cut down the size of the operating staff they had. The 
managers have full control of that. 

The Cuarrman. Mr. Sweeney. 

Mr. Sweeney. Mr. Chairman, in connection with section 605 of the 
Housing Act of 1957 which you referred to as authorizing an adminis- 
trator to control discounts, if you recall, that subject came up in 
various hearings and as far as the Veterans’ Administration was con- 
cerned we were not for any type of controls. We based that on the 
experience we had when we did have controls. Prior to 1953 there 
was a complete prohibition. 

As I said, again, we are not obtaining money at 414 percent without 
the control discount. We are perplexed and confused as to what 
would happen if we put controls on. 

In any event some of the considerations that we would have to take 
in adopting any regulations would be as follows: 
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I assume that we would consider the fees and charges that we would 
permit the veterans to pay. As you are aware, our current schedule 
permits the veteran to pay 1 percent allowance and closing costs. We 
try to regulate the items of charges in the veteran’s payment in con- 
nection with a closing of the loan—for instance, title examination, title 
insurance, recording fees, and such items that are normally and cus- 
tomarily paid in a loan closing sale or a mortgage settlement. As you 
are aware, there are a lot of other items in connection with this and, 
as I recall the law, we have to regulate the fees and charges in con- 
nection with the interim construction loan, the conventional construc- 
tion loan. 

Our experience in the past was that we were trying to tell lenders and 
builders or tell the lenders what they could charge the builders with 
respect to interest that may be paid on the interim construction loan, 
whether it is 5 or 514 or 6. 

As you well know, in the conventional loan the lender usually 
charges, in some cases, the conventional rate of interest on the ad- 
vances or, as we would like to call it, in some cases they charge dutch 
interest ; in other words, they accrue the interest from the date the note 
is signed and put on the books. In addition to that they have a fee 
that reimburses them for the ¢ xpenses they have for multiple payouts 
and obligations and those fees run anywhere from a half to 214 per- 
cent in some areas. 

In connection with the GI loan usually the builder puts up a fee and 
that varies in various situations. In addition to that you have fees 
that are paid out for what we call the interim warehousing or the deep- 
freeze warehousing or the standby. Those are vehic ‘les upon which 
the builder obtains in the first instance a takeout GI loan. Sometimes 
he may take that commitment and go to the lender to get interim con- 
struction. Similarly on the warehouse arrangement, on the interim 
warehousing, you have a lot of mortgage brokers who originate loans 
and sometimes they go to the bank and pay a fee until they pick up 
this mortgage on a takeout commitment. On the other hand they have 
the device, if I may be facetious, of a deep warehousing where the 
builder wants to speculate on the outlook of the market. “He will go 
to a commercial bank or make other arrangements where he will have 
a 12-month warehousing arrangement at a figure of 90 and I think 
that the quotation today, when he puts up a fee, of 1 or 1144 or maybe 
134. 

In addition to that, you have the other arrangement in the multiple 
of what we call the standby ; for instance, again, it is a device whereby 
even though he may have these takeouts or he m: ay be gambling in deliv- 
ering these loans over the counter, he has gained a “facility to obtain 
construction money by what we call a standby and those arrangements 
are put up a point and the lender says he will enter into an agreement 
and take them at 90, 91, or 92, and sometimes they are good for 8 to 
10 months. 

We have a problem that we are confronted with as you well know, 
Federal National Mortgage Association and we refer to it as Fannie 
May and it is a quasi-public market in our view and we have to look 
upon it as any other lender. As you well know they are permitted 
by law to issue standbys at their prices. The Fannie May prices today, 
as I understand, are at or a little below the current market. I want 
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to bring out one of the problems we have and that is if we should 
interpret the word “reasonable” under the present law and regardless 
of what we say, I feel confident that our prices in studying the geo- 
graphical variations, would be above Fannie May’s prices and I want 
to point out to the committee that we would foreclose Fannie May 
assuming Fannie May was participating in the program; in other 
words, we would shut off that supply of mortgage credit. 

Another thing we have, as you know, there are a lot of lenders that 
make financial commitments to builders. The builders not having in 
hand any specific deal, I mean he may have options, but he has not 
crystallized them, and sometimes the operation of that commitment is 
the fact that it may take the builder 4 or 5 or 6 months before he gets 
an idea—the reason why I recite that is that if we should establish 
a target date to let in certain businesses that are flowing through here 
and then make an exemption, for example, if a CRV is filed on or 
after a certain date that this new rule will be effective and we are 
excluding some of these undisclosed financial commitments. 

I refer back when we had Federal control under regulations and 
we had this problem about people who had entered into legal obliga- 
tions where they were obligated at some time in the future to make 
loans, but, however, we foreclosed them by the adoption of our rule, 
if they were not abiding by our filing of a CRV they were out. We 
had to consider those, and I think today there are some commitments, 
and I assume they are made on an if and when basis. Some have 
Veterans’ Administration at a certain price and some have FHA at 
a certain price. I am pointing out these factors to show you what an 
administrative headache it is. I have not gone into the various details 
that enter into this picture. We had a difficult time trying to define 
the word “reasonable” by this partial control. The net result is, I 
think, what we do without getting anything specific, is that we have 
another further deterrent on the GI loan particularly if it is pegged 
at 4% percent. We may let in some business, depending on what 
target date we put in here, but as soon as the teeth are put into the 
program I would say that the lender would not bother with it. 

I might add we have a lot of reports from certain of the big investors 
in the country and they do not like discounts any more than we do. 
They are allergic to the fact, in the open market now, publicwise they 
do not like to have people writing in stating—“Why do you charge 
8 and 9 percent discount and staying out of the 414 percent program?” 
I know by past experience if we make an imposition they are allergic 
to the idea and sometime in the future if somebody makes an error 
in the line of processing and they are not letter perfect to the law 
it is possible we may come into the point of some criminal prosecution, 
and I know a good many investors will not participate in the GI pro- 
gram at 414 percent with discount controls. 

The Cuairman. Mr. Sweeney, in that connection, each State has 
usury laws. Do you have any comments to make about control dis- 
counts in connection with usury laws with respect to different States? 

Mr. Sweeney. Mr. Chairman, if we were to authorize the discount 
to be paid by the veteran borrower—I am not a lawyer—but say the 
rate was 414 and we allowed a 4 discount and the veterans paid that 
4 discount in the first year—I will defer to your legal interpretations— 
and if the local usury law limits it to 6 percent and if the veterans paid 
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this I think that would be usury. I think that is the way it would be 
interpreted. On the other hand, the lender would state he was amor- 
tizing the 4 percent over the life of the loan. As far as his books were 
concerned that would be one thing. If I was the borrower and paid 
4 percent discount and had the interest for 414 percent I would as- 
sume that it would be usury if the limitation was 6 percent. 

The Cuarrman. Is there anything else, Mr. Sweeney ? 

Mr. Sweeney. No, sir. 

The CuHarrman. Mr. Stone. 

Mr. Stone. Nothing, sir. 

Mr. Sweeney. Mr. Chairman, in connection with this discount, if 
you recall the President in his message indicated that the administra- 
tion did not like this control of discounts and urged some considera- 
tion be given to the increase of the rate to 5 percent. I think I would 
advocate that some consideration be given to that factor because 
if we have to live with this control of discount I will say in my best 
judgment I doubt if we are going to get any loans. We are still agreed 
on the terminating of World War II entitlements in July 1958. We 
have geared all of our administrative machinery accordingly. How- 
ever, we are still faced with the Korean veterans and I have no idea 
how long this interest rate.structure is going to be but I think for all 
practical purposes it is going to continue for sometime. 

The CHarrman. Does that complete your statement ? 

Mr. Sweenry. Yes. 

Mr. Sisk. Mr. Chairman, I am sorry I had to be out of the room for 
a few minutes. Can we have a discussion here on the direct loan ? 

The CHatrman. We have had statements from the witnesses, Mr. 
Stone and Mr. Sweeney, and there have been no questions or discus- 
sions. However, they did discuss the direct loans. 

Mr. Sisk. Did they give the total amount that had been loaned ? 

The CHarrMan. Yes. 

Mr. Stone. We can review that for you if you so desire. 

Mr. Sisk. I do not want to take up the time of the committee to 
review it, but can you give me the highlights? 

Mr. Stone. Yes. 

Mr. Sweeney. On June 30, we made 91,567 loans for $671 million. 

During June we received 4,588 applications and during June we 
reserved $30 million for 3,600 new direct loans. As of June 30 we have 
on hand $1201% million. With the trend increasing on direct loan 
applications it is our guesstimate that the money can be expended and 
obligated by September 30. Our applications have jumped from 2,085 
in January to 4,588 in June. So, you see there is an ascendency and a 
consequently higher increase in obligations. On June 30 we will have 
12014 million which we plan to obligate in the next 90 days. 

Mr. Sisx. You are using the direct loan program. 

You recall, Mr. Sweeney, the last time we discussed this some of us 
felt you were not using the direct-loan program. I do not mean to say 
you were not using it at all, but there were those of us who felt you 
were not using it to the fullest extent. I would say, at the present time, 
you must be using what money is available under the direct-loan pro- 
gram. 

Mr. Sweeney. Yes. 
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A lot of lenders have withdrawn and on May 21 we issued instruc- 
tions to eliminate referral to VHMCP, so as of today we have com- 
pletely discontinued referral to VHMCP in 41 of our field offices and 
partially discontinued in 13 offices. There are only three offices in 
the country, in New York, where we still continue to make referrals 
because there are some people up there who are still participating. 
In a sense, we have 44 offices out of 57 which are not making referrals 
to VHMCP, and I anticipate as a result of that our July filings will 
be much higher and also our August filings. 

Mr. Sisk. Mr. Sweeney, with reference to the fact you are no longer 
makine referrals, you are going ahead and consummating the loans 
yourself ? 

Mr. Sweeney. Yes, sir. 

Mr. Sisk. After you process that loan in line with the position of 
the commi'tee in the last bill, which we considered here, are you giving 
VHMCP an opportunity to pick up the loan if they desire 

Mr. Sweeney. Apparently we are not doing it because the law is 
not passed. 

Mr. Sisk. I realize that, but is there anything to prohibit you from 
offering itto VAMCP;; that is, if they want to pick them up ? 

Mr. Sweenry. No, sir; but they have to buy them at par. 

Mr. Sisk. And they are not interested at the present time in doing 
that? 

Mr. Sweeney. No. 

Mr. Stsx. That was the point I wanted to get. 

Mr. Ayres. Will the gentleman from California yield ? 

Mr. Sisk. Yes. 

Mr. Ayres. Would anybody pick them up with the interest at 5 
percent ? 

Mr. Sweeney. Possibly they would be making guaranteed loans 
initially and would not have to make the direct loan. If the rate 
was at 5 percent I believe some of the lenders would be back in again 
in the rural loans and making the guaranteed loans, so we would not 
have to make direct loans. 

Mr. Ayres. One of the reasons there has been an increase in the 
direct loan program has been due to the fact VHMCP is not in the 
market at the present time. 

Mr. Sweeney. Yes. 

Mr. Ayres. That is the point we are trying to bring out to the com- 
mittee. Almost 6 months ago VHMCP was doing a good job because 
at that time they were in the market. 

Mr. Sweeney. That is correct. 

Mr. Ayres. Actually, there are veterans who would like homes but 
cannot get them because Congress did not set up the machinery to 
make it possible for them to do so. 

My point is, the number of veterans in rural areas getting homes 
is less than it was a year ago. 

Mr. Sweeney. No. I[ think our current activity is higher than any 
VHMCP participation. I think we are averaging around 1,100 loans, 
In June we have closed 3,600 loans. The average of VHMCP, since 
they started, they started slowly and successfully they moved up and 
through the first half of 1957 they may have 200,000 for 220 million 
for say, two and a quarter years activity. 
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Mr. Ayres. Do you have any figures there for June of 1956? 

Mr. Sweenry. No, sir; I do not. 

Mr. Ayres. On direct loans? 

Mr. Sweeney. I do not have those at hand, sir. 

Mr. Ayres. Well, it is only natural that your program, at the 
present time, 414 percent money and no discount, that word got around 
naturally and the fellows in the rural areas grabbed it. 

Those who say the veterans living in the rural areas were not 
getting a break certainly cannot say that now. The veteran in the 
rural area has the best financial deal today. 

Mr. Sweeney. There is no doubt about that. 

Mr. Weaver. Does not the gentleman from Ohio think it was about 
due ¢ 

Mr. Ayres. He had it all the time but was not aware of it. 

Mr. Sisk. Will the gentleman from Ohio yield ? 

Mr. Ayres. Yes. 

Mr. Sisk. I do not think it was so much that he was not aware of it. 
I feel there was a lot of the referrals to VHMCP that they did not 
want to handle. I think there was an indication of that. I am not 
generally opposing VHMCP because I think they have done a good 
job in many instances. 

I do think the veterans in the rural areas are getting a break for 
the first time, and I think they are getting a break because we are 
making a direct loan. 

Mr. Ayres. Will the gentleman from California yield ? 

Mr. Sisk. Yes, I will be glad to yield. 

Mr. Ayres. I think probably what we are classifying as rural vet- 
erans, and I know this is true in Ohio, are those actually living in 
suburban areas, but the county is eligible for direct loans. Although 
there may be a city of 15,000 or 20,000 in the county, I think the vast 
majority of the loans you are getting are in areas like that and not in 
Platte, Nebr. where it is an isolated case. I think the bulk of your 
direct loans are going somewhat to the metropolitan areas. I can tell 
vou that veterans living in St. Louis who are paying 9 to 10 percent 
discount to get a loan are not at all happy with the fellow who lives 
50 miles away who gets the 414 percent money from the Government. 
It isa great injustice. 

Mr. Weaver. Does the gentleman from Ohio yield ? 

Mr. Ayres. I yield to the gentleman from Nebraska. 

Mr. Weaver. I was looking at some figures yesterday, and at the 
end of 1956 we had about 20 million veterans of World War II and of 
Korea and 5 million of those had received their Veterans’ Administra- 
tion guaranteed loans or loans on conventional basis and 15 million 
had not. I think that is a significant factor. 

The CHatrMan. Do we have any further statements ? 

Mr. Ayres. I am convinced there is ample opportunity for many 
veterans in the rural areas. I think one thing that made it difficult, 
and still does, is the limitation and if the Senate passes the bill that is 
over there now, it will make the demand on you much greater than 
what it is now. 

Mr. Sweeney. There is no doubt about that. 

The CHarrman. Are there any further questions from the gentle- 
man from California ? 
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Mr. Stsx. If I understood you correctly you made a comment about 
the effects upon the Veterans’ Administration guaranty program. Let 
us get back to the guaranty program, the effects of the provision in the 
housing bill and I am speaking now of the discount control; that 
would almost completely eliminate any money in the program, is that 
right or not? I am not trying to put words in your mouth but to 
clarify my own thinking on what you said. 

Mr. Sweeney. There are some loans originated by certain lenders 
we will say in the Northeast, to preferred customers or customers of 
their bank where the builder or seller is willing to pay 2 or 3 points. 
In other areas where the discounts are currently quoted at 9, 10, 7, and 
8 points, if we put this control on we would foreclose all the oppor- 
tunity for the veterans in that area of getting loans. The lender and 
investor would not participate. I do not say conclusively there would 
be no loans. 

I would hazard a guess maybe we would not guarantee more than 
a thousand or 1,500 loans a month and those would be only in the areas 
where there is credit and where the lenders possibly could make 414 
percent, I would say 3 or 4 percent discount, giving them an effective 
yield of 5 percent. I am using that as a comparison, sir. 

Mr. Sisk. Perhaps I am mistaken, and you can correct me if I 
am, but is not the wording of the act that we are speaking of, the pro- 
posed act, such that it is left to some extent up to the discretion of 
the Administrator as to what a reasonable discount will be? 

Mr. Stone. Yes, we would have to establish what we consider 
reasonable discount and whether our decision would satisfy either 
the builder or lender remains to be seen. 

Mr. Sisk. I can appreciate, Mr. Stone, to some extent you feel you 
are being put on the spot. 

Mr. Ayres. Will the gentleman from California yield? 

Mr. Sisk. Yes, I will yield. 

Mr. Ayres. Mr. Stone, it is a decision which you must make, and 
after having made a few decisions we will probably have you up here 
tearing you apart. 

Mr. Stone. We expect that, sir. 

[ Laughter. ] 

Mr. Sisk. Does the gentleman from Ohio yield? 

Mr. Ayres. Yes. 

Mr. Sisx. I do want to make it clear, of course, I believe that the 
amount of loans that you might be able to guarantee under this pro- 
gram would depend to some extent on what you consider to be a fair 
and reasonable discount. 

Mr. Stone. You have to realize, of course, somebody has to pay 
this discount, and we do not allow it to be charged to the veteran’s 
purchasing amount. The builder can build up his houses convention- 
ally under FHA or any other plan he wants to where the discount is 
not controlled as much as it is with us. Conventionally, they do not 
make a difference at all, and they can put the whole thing in the pur- 
chase price and, naturally, he is going to build some other way than 
the Veterans’ Administration. If we could allow, say, even 10-point 
discount—we only allow 10, about 15 percent profit and overhead cost 
and everything else. What would be his interest in building GT at all? 

Mr. Ayres. Do you think, Mr. Stone, we should extend the termi- 
nation date for World War II veterans? 
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Mr. Stonz. Personally, no. I think it should be allowed to go out 
as it is in 1958. 

Mr. Ayres. You do not think there would be a demand after that? 

Mr. Stong. There will always be a demand from veterans for many, 
many years. We could extend it as long as you want to, Of course, 
it is definitely a matter for Congress to decide; that is a benefit Con- 
gress must decide, itself. Under the present circumstances, with 
money the way it is and the interest rate the way it is, and this will be 
undoubtedly true for several years, this will not be of much value to 
World War II veterans. If you should increase the interest rate to 5, 
I think the veteran would have at least a half percent benefit over 
what he will have to pay FHA and he probably would have a 2-point 
benefit from what he would have to pay under conventional lending. 

Mr. Ayres. Have you had any information from the Administra- 
tion as to whether or not they are going to put the new housing act 
into effect insofar as the lower downpayment is concerned ? 

Mr. Srone. We have nothing on it except what we have had in 
the papers. That is a matter of FHA, with the Housing Adminis- 
trator. 

Mr. Ayres. If they put this downpayment provision into effect, 
would it be of considerable help to World War II veterans? 

Mr. Stone. Not from the point of saving money; no. It would cost 
him more money in the end for his home because, naturally, he will 
have to go into 5 percent plus the half point for the insurance, and 
he will have to pay 514 percent. If the GI interest rate was raised 
to 5, he would save half a point and, again, he would save 114 to 2 
points from conventional loans, because they are making, as I have 
heard—I am not positive—6 and up to 7 points for conventional 
mortgages. 

Mr. Ayres. So, you are cutting from the veteran of World War II 
the benefit that was given to him by Congress, those that have been 
able to take advantage of it. 

Mr. Stone. It has always been just a half point through the years 
below the market, and he still remains now a full point below. He is 
not going to be able to purchase a home. A half-point raise would 
give him the same benefits that he has had all these years, but now 
you are denying him that privilege. 

Mr. Ayres. In view of this discount, have you found it difficult to 
maintain a realistic appraisal ? 

Mr. Stonr. We feel they have maintained very good appraisals. 
We have watched it as close as we can. There are certain sections 
where we have been running into a few bad situations, and it is quite 
apparent that some of the appraisals have not been realistic, in favor 
of the veterans. We checked those, and we removed the people from 
office and preferred charges against them and have taken whatever 
corrective action we could, and there have been about 3 or 4 cases of 
that type. 

Mr. Ayres. It does make your job more difficult in making certain 
that you do get a realistic appraisal. 

Mr. Stone. Undoubtedly. Of course, we cannot guarantee some 
part of this discount is not going to be charged to the veteran; that 
1s where our construction specialists have been a very great help to us. 
Some builders—very, very few of them—take advantage of that, 
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trying to make up by shirking a little bit on the house; they get their 
money back that way. However, in the main, the builders have done 
an excellent job, those of the established and longtime builders where- 
as, the new ones—the fly-by-nighters—come in, and they have got to 
get out quickly at a profit. We have many situations where they have 
used wrong material and shorted the work. We are catching those 
people, and it has been really remarkable during the past year the 
numbers we have caught. Our complaints are nowhere near what they 
were a year ago, and I think your whole committee will appreciate 
that. 

Mr. Sisx. If the gentleman from Ohio will yield, I would like to 
concur in that statement. As Mr. Stone knows, I had a number of 
complaints a few years ago in California, and we have had a substan- 
tial drop in the complaints in regard to construction. 

The Cuatrman. Are there any further questions from the gentle- 
man from Ohio? 

Mr. Ayres. No. 

The Cyarrman. Does the gentleman from Nebraska have any 
questions ? 

Mr. Weaver. Mr. Sweeney, a moment ago you mentioned some- 
thing in regard to the control of the discount system, the 414 percent, 
and at that rate the program may have to come to a standstill. Did 
I understand you correctly ? 

Mr. Sweeney. Yes. 

Mr. Weaver. Do you not think our problem here is because the FHA 
rate was increased and the Veterans’ Administration rate was not? 

Mr. Sweeney. Any time you give a contractor a more lucrative 
yield, naturally, it will have some priority treatment. 

Mr. Weaver. That is what Iam saying. If the FHA and VA rates 
were the same, what would be your impression in regard to the control 
discount rate ¢ 

Mr. Ayres. Will the gentleman from Nebraska yield on that? 

Mr. Weaver. Yes. 

Mr. Ayres. I think it appears very apparent as to what would hap- 
pen. You would not have the FHA program. 

Mr. Sisk. Will the gentleman from Ohio yield ? 

Mr. Ayres. Yes. 

Mr. Sisk. I am inclined to disagree with my good friend from Ohio, 
for this reason: The insurance companies require in their port- 
folios so many loans of this type. The financial institutions, insurance 
companies have portfolios made up of a percentage of various types 
of loans, real-estate loans and so on down the line and, therefore, they 
would still put a lot of money into FHA and VA loans. 

Mr. Weaver. Will the gentleman from California yield ? 

Mr. Sisk. Yes. 

Mr. Weaver. Mr. Sweeney, what good would it do to increase the 
VA rate to 5 percent, making it comparable to the FHA rate, when 
this is still not the going rate ? 

Mr. Sweeney. I only hope more money would be available. 

Mr. Weaver. If we raised it to 5 percent, would more money be 
available, then, if we subsequently raised it to 514 or to 6 percent; 
would that follow ? 

Mr. Sweeney. Mathematically, yes. It would put more money 
in the VA program. 
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The CxuarrmMan. I have a few questions to ask. What has been the 
record of FHA loans in the market since the increase to 5 percent? 

Mr. Sweeney. Starting off in January of this year, there was no 
significant rise; that is, in February, but in March and on through 
June they have stepped up the filing of applications on FHA loans. 
In April, I think, they surpassed the VA. We have always been a 
little higher in volume, but the FHA surpassed us in April. 

The Crarrman. That is since they increased their interest rate to 
5 percent ? 

Mr. Sweeney. Yes. 

The CuatrmMan. What discount rate are they allowed in the FHA? 

Mr. Sweenry. Mr. Stone has some figures on that which I am sure 
he will be glad to read to you. 

Mr. Stone. They average around 95 to 97, and a minimum down- 
pean In Houston it is 96, and that compares with VA at 414. 

n Florida, you see, we are 4 or 5 points below a 5-percent loan, 30 years, 
with a maximum downpayment. In Denver it is 9214, whereas in 
Florida it is 97. In New York it is 98 for the FHA loan against 93 for 
VA, 41% percent. Philadelphia is 95. In the San Francisco area, 
961% to 97, dropping to 914 to 92 for the VA. Washington, D. C., 98 
for FHA, and 93% for the VA. 

The Cuarrman. Mr. Stone, the direct-loan program has definitely 
advanced during the current calendar year. Have you any idea or 
record that would indicate the sections of the country where these 
loans are being made ? 

Mr. Sronz. Throughout the whole country. You take Virginia, 
for instance, they had 268 applications during the month of June, 
more than treble what they had prior to that. 

The Cuarrman. What about Ghio? 

Mr. Stone. Ohio has been increased a great deal. 

The Cuatrman. California ? 

Mr. Stone. Everywhere in the country it has increased. I think 
in Reno, Nev., for the month of May, I believe we had one request for 
a GI loan, but we made many direct loans there. 

The CuHatrMan. Some comment was made about the suburban areas 
of the cities. I believe your remark to that was the loans were going 
to where they were needed. 

Mr. Srone. Yes. 

The CHatrman. You are not limited to any particular segment of 
the country. . 

Mr. Srone. Of course, we do not make any loans at all in the large 
communities, twenty-five or thirty thousand, and they have to take 
care of themselves. A great many people, as has been stated, are mov- 
ing out in the suburbs and naturally they become available for direct 
loans. Of course, the direct loan program, as has been stated, has 
$120 million left. 

Mr. Sweeney. Mr. Chairman, I think T can answer you in part. 
I do not have the exact number of applications filed geographically. 
As Mr. Stone has told the committee several times the regional man- 
agers can come in and ask for money as the need arises and during 
the fourth quarter we allocated $8814 million. You asked what the 
confusion was and I think I ean highlight that for you. 
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For instance, we put out $1.2 million in Alabama; $2.6 million in 
Little Rock; $234 million in Florida; $5 million in Georgia; Illinois, 
$2 million; Chicago, $5 million; Indiana, $2 million; Des Moines, 
Towa, $134 million; Louisville, $714 million ; New Orleans, $2,230,000; 
Fort Harrison, Mont., practically $5 million; Kansas City, Mo., $1.6 
million ; Jackson, Miss., $5.5 million; St. Paul, Minn., $2 million; Win- 
ston-Salem, N. C., $4 million. These are all in the last quarter, sir. 
If you wish I would be glad to supply this for you. In Nebraska we 
gave $900,000 and that is what they requested. In Cincinnati $2,327,000 
and in Cleveland $750,000, and that is all they asked for. 
The Cuarrman. In these various communities you had to have re- 
ferrals to VHMCP on all of those loans? 
Mr. Sweeney. Yes. 
The Cuarrman. And they are not coming directly tothe VA ? 
Mr. Sweeney. We are just processing them; no referrals. 
The Cuarrman. No referrals whatsoever ? 
Mr. Sweeney. That is right, sir. 
The Cuartrman. As a result the Veterans’ Administration is now 
making loans whereas before they were not ? 
Mr. eat Let us assume they were making some loans. 
The Cuarrman. Do you have more applications now than you had 
before for direct loans? 
Mr. Sweeney. Yes. We do not have what we call the overlapping 
that we had previous to VHMCP. 
As you are well aware we had 31,000 on hand and no money to 
rocess, and VHMCP came in and we tried to liquidate those. We 
ave no record of the number of requests that came into the office, 
where we sent the veterans’ applications. I might state from in- 
formal reports—I will state one example. We had one of the loan 
guaranty officers tell us that he had received, I think, 300 applica- 
tions during the month of June, but he had a record of about 726 appli- 
cations that were sent out. I would say there have been a lot of ap- 

lications that have been sent out to veterans who had written in, 

- what that number is we do not know because we keep no record 
of it. 

The Cuarrman. When you had referrals very few direct loans were 
made; is that not correct ? 

Mr. Sweeney. Compared to what we are making now; yes. 

Mr. Srone. And compared to what we made before. We also had 
a waiting list of many thousands each quarter. After we used up 
the money that was available—there was at one time, as Mr. Sweeney 
said, a waiting list of 30,000—the VHMCP came into the picture and 
made $224 million worth of loans. We have around $120 million left 
which is still available, of course, for making direct loans and it will 

robably be used up as Mr. Sweeney stated by the latter part of 
ptember. 

Mr. Ayres. Will the chairman yield ? 

The CuarrMan. Yes. 

Mr. Ayres. That is what I was trying to get at before. When the 
VHMCP was operating, the total number of loans they placed and 
the total number of loans you placed, put more veterans into homes 
than it did prior to VHMCP. 

Mr. Stone. Yes. 
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Mr. Ayres. I do not think it is fair when we criticize VHMCP be- 
cause actually they put a lot of people into homes who would not 
be in them otherwise. 

Mr. Stone. I think they did a wonderful job. 

Mr. Ayres. In your judgment they would be in the field to a cer- 
tain degree if the interest was 5 percent ? 

Mr. Stone. Yes. 

The only place they are in business is in New York State and spas- 
modically around a few other spots. 

Mr. Ayres. In view of the demand for direct loans, have you had 
nee from communities that are not now eligible for direct loans? 

r. Stone. Many of them; yes. We have made very careful stud- 
ies of all those requests. 

Mr. Sweeney. To further answer your question, Mr. Congress- 
man, we do not make direct loans in Massachusetts, Rhode Island, 
Connecticut, New Hampshire, lower New York, eastern Pennsylvania 
New Jersey, Delaware, and the District of Columbia. We have ha 
innumerable requests coming from Congressmen and Senators. In 
fact, we had a request in one of the hearings before the Senate Bank- 
ing and Currency Committee asking why we had not opened up a par- 
ticular county in a particular area. We do not intend to do so at the 
present time because, with the scarcity of funds, if we open up any 
of these areas we may be criticized for it. We have had many re- 

uests asking us to open up these areas, and the reason we have not 
one so is because the office is not equipped to activate the direct loan 
program in those communities. 

Mr. Weaver. Will the chairman yield? 

The CuarrMan. Yes. 

Mr. Weaver. The House passed the $200 million bill and it went 
to the Senate and was cut to $50 million. If the bill should be intact 
with the $50 million, how long would that run ? 

Mr. Sweeney. Mr. Stone. 

Mr. Stone. We have never advocated the direct loan money be 
appropriated; that is, an act of Congress as a benefit and we do not 
recommend nor have we ever recommended it. 

Mr. Weaver. If the program was going to continue effectively 
then it would be better if the $200 million amount was left in the bill. 

Mr. Stone. There is no question about it. 

Mr. Ayres. When you get your money we would appreciate your 
saving a little for Ohio, [Laughter. | 

Mr. Weaver. In connection with the builder’s commitments does 
the Veterans’ Administration analyze the area and the territory in 
making a commitment, and determining whether or not there are 
sufficient veterans there to absorb the homes ? 

Mr. Sweeney. Yes. In our present planning we would make a 
market analysis and see whether the need was there. 

This has not been approved by the Administrator or Mr. Stone, 
its Director, but I ae like to put this out—we ought to distribute 
the wealth and in so doing we would accept quotas out there and 
limit initially, we will say, and your report indicated we should 
level off and not give more than 10 houses to a builder and let him 
get underway. If the need in the community was such that he should 
get a commitment and files those 10 units, and the demand is still 
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there, the office would say come in and put up your 2 points and the 
office would know the demand is there. 

The Cuarrman. You do not require him to show a commitment for 
the sale of the houses ? 

Mr. Sweeney. Yes. The law requires we reserve the funds for 
90 days and in the meantime he will have to go out and presell the 
units or get the veterans under contract and we would give a firm 
commitment for the funds to the individual veteran. It 1s also pro- 
vided in the new law that we have a right to extend, and I think we 
have been very liberal in the interpretation. 

Mr. Sisk. Does the chairman yield ? 

The Cuarrman. Yes. 

Mr. Sisk. I would like to explore a little different angle here. I 
might say Mr. Sweeney and Mr. Stone may not want to commit 
themselves on a couple of questions I may ask. 

First, let me ask you this: do you have figures as to the cost to the 
Government to handle a direct loan; by that, I mean the processing 
and the paperwork and all the other things that are required. What, 
actually on a percentage basis, does it cost you—1 percent, a half per- 
cent, a quarter percent—what is the cost to the Federal Government 
in making and completing a direct loan ? 

Mr. Sweeney. Congressman, we do not have any cost accounting 
system because in processing the direct loan we overlap the activities 
of a guaranteed loan. I would say the total administrative cost as 
we have figured it out would be $26.09. If I were to take the cost 
and list the processing of a direct, loan application it would be a 
little higher than that. I would give a guesstimate of probably $50. 
That is what we call direct cost and that is the handling in the of- 
fice and processing the application. As you well know, the closing 
is actually done by closing attorneys under our agreement and we 
reimburse them for that. The aver age is, oh, it varies in some areas, 
so that the direct cost to the Veterans’ Administration would be ap- 
proximately $50. If we were to segregate it, plus the average closing 
fee that we pay out, $37.50, so to pinpoint it exactly I would say 
around $85 to process the application. I would say it is a little above 
1 percent, sir. 

Mr. Stsx. Perhaps I have not, made myself clear. I am trying to 
find out percentagewise how muc h above and beyond the cost of money 
does it cost the Government. I do not care whether the money costs 
21% percent or 3 percent or whatever it is, I want to know what the 
schaal cost is, and it seems to me you should have some figures on 
that, what it would cost to handle the loan and to carry it over a 20- 
or 25- or 30- year period on a percentage basis, for a direct loan, out- 
side what the money is going to cost the Federal Government, to go 
out and borrow it. Do you see the point? I am not particularly 
interested in the immediate first cost. I am interested in what a 
direct loan costs us to carry above and beyond the rate of interest 
we have-to pay to get the money. Do you see my point? 

Mr. Sweeney. Yes. To put the money in or rather the loan, and 
service it over the period of maturity I would say between a quarter 
of a point and three-eighths of 1 percent. 

Mr. Sisk. Between a quarter and three-eights of 1 percent? 
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Mr. Sweeney. Yes, sir. Right now, even though we are absorbing 
this cost, if we were to take these direct loans and make them a separate 
mortgaging corporation, and the way the operations are based, on 
our experience 1 would say a quarter to three-eighths percent. 

Mr. Sisk. I appreciate that answer. 

I realize we get into philosophy on this and I want to stay away 
from philosophy but we are getting a little closer to what I want to 
point out here. 

Let us assume, Mr. Stone, that we raised the interest rate on Vet- 
erans Administration insured loans to 5 percent and lowered the down- 
payment to what was in the bill as it passed the House in the banking 
and currency bill. Do you feel that would be inflationary at all if we 
provided an immediate increase to 5 percent on VA loans and lowered 
the downpayment? Just to what extent do you feel that would be 
inflationary ? 

Mr. Strong. Lowering the downpayment? 

Mr. Sisk. A combination of the two. 

Mr. Srone. There is a difference. The interest rate would not be 
inflationary in the words of most experts I have read. The lowering 
of the downpayment, I have heard from the Treasury representatives, 
that it would be considered inflationary. 

Mr. Stxes. There comes the philosophy. In order to stop inflation 
you increase the interest rate and make money harder to get, on the 
other hand you lower downpayments and that tends to cause more 
inflation because more people get into the market. If we increase the 
interest rate and at the same time lower the downpayment, isn’t there 
a place in there where we practically balance, where we have no in- 
creased inflation. As I said, maybe you do not want to answer this. 

Mr. Srone. I think, Mr. Sisk, our business is different. The FHA 
is in the business of promoting housing. We are not. We are in the 
business of rendering a service or administering a benefit that Con- 
gress has given to a veteran. We do not come into that picture and 
we have stayed away from it purposely because we do not want to 
become involved in the economics of the whole situation. We are 
trying to administer the benefits that Congress has passed. We do not 
consider that at all in our work. It must and should be considered in 
the overall economy of the Nation by the administration and by Con- 
gress also. 

Mr. Sisk. I was going to say that we in Congress have a responsi- 
bility to try to do what we can to control inflationary spirals. What 
I am attempting to get at now is to tie together the things here I have 
referred to. You know, there are a great many people who feel, as 
far as the veterans home loan program is concerned, it should all be 
direct loans. I have not taken that position to date and I am not now 
necessarily advocating that position. Iam saying this, if the Federal 
Government can process and handle veteran loans on the basis of which 
you stated a little bit ago, of one-quarter to three-eighths of a percent, 
and we are getting 414 percent interest, and even with the situation 
today where the Government is probably paying higher costs, paying 
the highest cost in history on mcney—I think we are borrowing money 
today at about 3.2 percent. It begins to make it look rather interesting 
why we do not set up some sort of a corporation and put all veterans 
loans under a direct loan program. Actually we would not be doing 
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away with private money because it is private money we would be us- 
ing. The Federal Government is borrowing private money at 3.2 or 3 
percent, whereas private money will not lend to the individual veteran 
or builder for less than 5 and 514 or 6 percent. Perhaps my idea might 
be accused of being socialistic; however, I do not intend it to be. Do 
you feel that would be more inflationary than the other proposition 
which I presented to you a little while ago, that is raising the interest 
rate to 5 percent on guaranteed loans and reducing the downpayment 
or going to a direct loan program through a Government corporation 
where all veteran loans would be a direct loan. Which would be more 
inflationary, in your opinion ? 

Mr. Stone. In my opinion, putting it on a direct loan would be 
highly inflationary. 

r. Sisk. How can you justify that? 

Mr. Stone. My theory is, I de. not desire to have the Government 
running the business of the country. I think most Members of Con- 
gress think also that private industry is the operator of a business in 
the country, the more you get the Government into such an operation 
as that the nearer you approach socialism and those things that usually 
follow socialism. I would not be at all in favor of the direct loans 
for all of the building in the country. 

Mr. Sisk. Let me say that I agree with you, with the philosophy you 
just expressed. I am certainly opposed to socialism in any of its 
forms, and I am for private business and private enterprise. Yet, when 
I consider, if there is a need today for an additional 5 million veterans 
to own homes, and I have heard figures indicating possibly there are 
more—probably today we have some 20 percent of the twenty-odd mil- 
lion owning homes 

Mr. Weaver. That was my understanding at the end of 1956. 

Mr. Sisk. I am simply attempting, Mr. Stone, to explore a way to see 
if this 5 or 6 million or however many people there are have an op- 

ortunity to own a home and at a price they can afford to pay. There 
is an awful lot of difference in the price it is going to cost them if they 
can borrow this money at 414 percent against 5 or 6 percent, and to- 
day the loans are 6 percent. 

Pest not ready to admit this is entirely socialistic because that money 
would be coming from private enterprise. It is coming from people 
who are buying bonds from various lending institutions, and we are 
borrowing it in the bulk and getting a reduced rate because we are get- 
ting it in bulk, for as a little individual like myself and 10 million 
others, we have to pay a little more interest because money costs more. 

Mr. Ayres. Will the gentleman from California yield ? 

Mr. Sisk. Yes. 

Mr. Ayres. I would like to say for the record we should clear the 
record in this respect, about 5 million veterans have used the Veterans’ 
Administration. 

Mr. Stone. Yes. We do not know how many have gotten conven- 
tional loans. 

Mr. Weaver. I said there were 5 million, but that included VA and 
conventional loans. 

Mr. Stone. No, there have been 5 million purchased, and fully 60 
percent of the veterans of the country of World War II have pur- 
chased their own homes by some process, conventional, FHA, or VA. 
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Mr. Weaver. What was the total ? 

Mr. Srone. Sixty percent, 8 to 9 million. 

The CuatrMan. Any further questions? 

Mr. Sweenry. May I comment on Mr. Sisk’s remarks. We are 
paying 314 percent to the Treasury for money and our margin for 
reserves is decreasing each month. You know initially we started 
off at 21% and then 33% and now 314 and I think the advance will con- 
tinue. I do not know what is going to transpire in the money market 
today, but I feel possibly we may be paying 334 and our margin is 
going to be diminishing. In fact the new rates may be 3% or 4 per- 
cent which the Treasury will have to pay. 

Mr. Sisk. I am not too concerned iat that. We are $275 billion 
in debt and I realize there must be a place where we have got to put a 
lid on it. 

Mr. Srone. That is right and that is why we would be against any 
wholesale billion dollars’ loan for lending by the direct loan process. 
We do not want to increase that. 

The CHatmrMan. You say you have 12014 million dollars in the 
funds now. Will that not be increased by some repayments? 

Mr. Sweeney. Yes, it is possible in the first quarter, the principal 
repayments, I would hazard a guess might be $5 million. 

The Cuamman. Would it be as high as $10 million ? 

Mr. Sweeney. No. 

The CuatrMan. We want to thank you two gentlemen very much 
for coming and giving us this information. ; 

' _ are no further questions this subcommittee will stand ad- 
journed. 


(Whereupon, at 11:50 a. m., the subcommittee adjourned.) 





